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DearMr. Abelson:

This letter respondsto the letter dated February 27, 2003 from the
PhilippineLongDistanceTelephoneCompany(“PLDT”) concerningthe 50 percentprice
increaserequestedby PLDT andthe otherPhilippinecarriers. It alsorespondsto certain
claims not otherwiseaddressedin AT&T’s petitionorreply commentsmadein thereply
commentsfiled on February27, 2003 by Globe Telecom,Inc. (“Globe”) and Digital
TelecommunicationsPhilippines,Inc. (“Digitel”) andin thecommentsfiled onFebruary
26, 2003 by BayanTelecommunicationsCompany(Bayantel”).

PLDT offers no reasonableexplanationfor the concertedactionsby the
Philippine carriersto increaseratesandto block traffic of U.S. carriersthat resist their
demands. PLDT also conspicuouslyignores the agreementson international rates
revealedby the January29, 2003 SEC filing by Globe Telecom,Inc. (“Globe”), which
alsosuggestthatthePhilippinecarriershaveactedin concertto raiseinternationalrates.

No “consciousparallelism”

The facts show much more than mere “parallel behavior” among the
Philippine carriers that is no different from the price leadershipthat may occur in
competitivemarkets. Unlike the price changesthat may occur in responseto public
announcementsof price changes,negotiationson international termination rates are
conductedon a bilateral and confIdential basis and carriers do not make their rate
requirementspublic, asPLDT acknowledgeson page2 of its letter (claiming to be “not
privy” to negotiationsandagreementsinvolving othercarriers).
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Becauseof the secretnatureof internationalratenegotiations,the facts
herecannotbe dismissedasmere“consciousparallelism.” PLDT, Globe, Bayanteland
Digitel demandedtheexactsame50 percentrateincreasein confidentialcommunications
with AT&T in the sameperiodin November2002, demandedthat the increasebecome
effective on the exact samedate,which was initially January1, 2003, and then was
postponedto February1, 2003, andhavenow takentheexactsameretaliatorymeasures
againstAT&T by blocking circuits and traffic. This concertedconductto obtain and
enforcethesamerateincreaseclearlyexcludesthepossibilityof independentaction.

PLDT offers no explanationfor -- and doesnot even mention -- the
agreementsamongPhilippine carriersrevealedby Globe’sJanuary30, 2003 filing with
the SEC, underwhich Globehasagreedwith PLDT, Smart,Bayantel,Digitel and other
Philippine carriers that from February 1, 2003 “calls passing through an IGF
[internationalgatewayfacility] terminatingto anLEC [local exchangecarrier] network
will be chargeda terminationrateof US$0.12perminute,an increasefrom theprevious
termination rate of US$0.08per minute.” Similarly, internationalcalls terminatedon
wirelessnetworksfrom February1, 2003 areto becharged16 centsratherthan 12 cents.
Theserateincreasesareexactlythe sameasthe increasedinternationalterminationrates
thatthesecarriershavedemandedfrom AT&T.

There appearsto be no legitimate businessreasonwhy the Philippine
carrierswould agreeto pay Globe all ormostof theirentireinternationalterminationrate
whenthey sendincoming internationaltraffic to Globe’s local network. Undernormal
industrypractice,a carrier operatingan internationalgatewayfacility sendingincoming
internationaltraffic to anothercarrier’s local network would be unwilling to pay more
thanthe local interconnectionrate. ThePhilippinecarriershaveagreedto pay Globethe
muchlower interconnectionrateof 2.50pesos[aboutUS$0.046]perminutefor “metered
callsterminatingto an LEC network,” and internationalcalls are terminatedon a LEC
networkno differentlythanmeteredcalls.

However, by agreeingto pay all or most of the entire international
terminationrate receivedfrom a foreign carrier whenthey sendinternationaltraffic to
Globe’sLEC network, the Philippine carrierseffectively (1) agreeon price floors for
internationaltraffic, and (2) agreethat the internationalterminationratestheychargefor
traffic terminatedon Globe’s network will not undercutthe internationaltermination
rateschargedby Globe. Put simply, theseso-called“interconnection” agreementsat
these high rate levels are a mechanismto facilitate collusion and to prevent any
“cheating” on thecartelprice. See,e.g., InterstateCircuit v. UnitedStates,306 U.S. 208
(1939)(unlawful conspiracymaybe inferredwherethe economicinterestsof theparties
would, but for aconspiracy,haveinducedthepartiesnot to coordinatetheiractions).

There is no legal or regulatory requirementfor such conduct in the
Philippines, because Philippine regulations merely require non-discriminatory
interconnectionrates for local network accesswhen “the same infrastructureand
functionality” is used. A requirementfor non-discriminationdoesnot requireall carriers
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to chargethe samerate. Indeed,the requirementfor non-discriminationshould rather
meanthat internationaltraffic terminatedon a local networkwouldpay no morethanthe
4.6 centspaid by “metered” traffic, ratherthanthe 12 centsagreedby the Philippine
carrierswith Globe. Furthermore,internationalterminationratesarenot regulatedin the
Philippines,asemphasizedby the February26, 2003 letter to the Commissionfrom the
Commissioner and Deputy Commissioner of the Philippines NTC, stating that
“termination ratesareprivate contractualarrangementsenteredinto by carriersof their
ownfreewill.”

No legitimatebusinessjustifications

PLDT’s purported “legitimate and credible businessjustifications” for
raisingratesindependentlyalsodo not withstandscrutiny.

PLDT’sprimaryjustification(page2) is that anincreasein traffic volumes
allegedlypromisedwhenthe 8-centratewas first adoptedin 2000 “never materialized.”
However, PLDT completelyoverlooksthe fact that AT&T and PLDT enteredinto no
fewerthanninesubsequentagreementsfor 8-centterminationratesin theperiodbetween
thefirst adoptionof the8-centratein July 2000andwhenPLDT andtheotherPhilippine
carriersdemandeda rateincreasein November2002.1 Someof thoseagreementshave
included requirementsconcerningtraffic volumes from AT&T, and some have not.
SinceJuly 2002, however, thoseagreementshavemerely requiredAT&T to makeits
“best efforts” to sendPLDT certaintraffic volumes,and AT&T’s traffic to PLDT has
exceededall of thosevolumes. Furthermore,asAT&T showedat page 14 of its reply
commentsin this proceeding,neither PLDT nor any other Philippine carrier hasany
legitimate complaint concerningU.S. outboundtraffic volumes,which have increased
five-fold since1996,andhaveresultedin Philippine carriersreceivinggreatersettlements
paymentsin 2001,afterPLDT loweredits rateto 8 cents,thanin 1996,whentheaverage
settlementratewasmorethan50 cents.

PLDT also asserts(page2), just as Digitel hasdone (at page 8 of its
comments),that therateincreaseis “forced” by “the dropin the exchangeratebetween
the Philippine pesoand the Americandollar.” However, that purportedrationalealso
fails to hold waterbecauseAT&T andotherU.S. carriersmakesettlementspaymentsto
PLDT andotherPhilippinecarriersin dollars, not in Philippinepesos.Consequently,the
devaluationof the Philippine pesomakesthe 8-centratemuchmorevaluableto PLDT
than before,sinceat the exchangerateof 20 pesosto the dollar referencedin PLDT’s
letter8 centsis worth1.6 pesos,while at the exchangerateof 54 pesosto thedollar also
referencedin PLDT’s letter,8 centsis worth4.32 pesos.

Thoseseparateagreementswerefor theperiodsOctoberthroughDecember2000,
JanuarythroughMarch2001,April 2001,MaythroughJune2001, July throughOctober
2001,November2001 throughMarch2002, April throughJune2002,July through
August2002,andSeptemberthroughOctober2002.
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Notably, PLDT againmakesno effort to demonstratethatthe increaseis
required by increased termination costs -- the only justification recognized by
Commissionrules for a termination rate increase. PLDT’s claims (page2) that the
increaseis necessary“to maintainandsupport its network” and“justified underits Cost
Manual” are irrelevant. The burdenon PLDT is to show costjustification for a 50
percent increase in the freely negotiated8-cent rate in place since July 2000 and
reaffirmed in no fewer than nine separaterateagreementsbetweenPLDT and AT&T
sincethen,andPLDT hasnotevenbegunto makethat showing. Equallybesidethepoint
is any “approval” by the Philippineregulator,which by PLDT’s own admissionhasno
“poweror authority”to mandatetheseratesand alsohasprovidednocostjustificationfor
the increase.

Globe’s attempts in its reply comments (pages 4-5) to explain the
Philippine carriers’ concerted rate-settingconduct are equally unsuccessful. Any
similarities in the coststructuresof thesmallerPhilippine carriersare irrelevant,because
thereis no evidencethat theseincreases,or thenewrates,bearany relationshipto costs.
Globe’s furtherclaim (page5) that the smallerPhilippine carriersmustchargethe same
internationalratesasPLDT becausethey “competewith PLDT” is also unpersuasive.
New entrant carriersseekingto competewith an incumbentlike PLDT to terminate
inboundinternationaltraffic normally do so by offering lower rates,not by raisingrates
in lock stepwith the incumbent.

Otherissues

The factors allegedby PLDT (page 4) to provide “strong indicia” of
competitiveperformancein the Philippinesdo nothing of the kind. The new 12-cent
terminationratethat is citedby PLDT to this effect in factdemonstratestheabsenceof
market forces,sincemarket forcesmoveratescloserto costratherthanin the opposite
directionashasoccurredherewith the 50 percentrateincrease.As AT&T showedin its
reply comments(p. 13), the 12-centrateis four times greaterthan AT&T’s ratesto
Australia,Malaysia,New Zealandand Singapore,andthreetimes greaterthanAT&T’s
ratesto Hong Kong, Japan,South Korea and Taiwan. Similarly, the merepresenceof
new carriers in the Philippines is also insufficient to show competitive performance
becausetherecanbeno suchoutcomewhenthenewcarriersengagein concertedaction
with thedominantsupplier,astheyhavedonehere.

PLDT fails to showthatAT&T mayterminatetraffic in thePhilippinesat
lessthan 12 centsthroughthe ratesavailablethroughArbinet. As describedin AT&T’s
reply comments(page4, n.5), alternativerouteshaveentailedincreasedcost for AT&T
aswell as, frequently,reducedquality. Indeed,AT&T believesthat its averagecost of
terminationin the PhilippinesthroughalternativesroutessinceFebruary1 hasexceeded
the averagecost it would have incurredat the 12 centraterequiredby the Philippine
carriers.

PLDT severely mischaracterizes(page 5) the AT&T ScheduleRate
ChangeNotificationreferredto onpage10 ofthecommentsby Digitel. Thatratechange
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notification is for AT&T’s businesswholesalerates,for which Digitel is oneofAT&T’s
customers.PLDT thus confusesthe terminationrateschargedby Philippine carriersfor
call terminationin the Philippines, for which AT&T is the customer,with the ratesthat
AT&T chargesits businesswholesalecustomersfor U.S.-Philippinecalls. Becausethe
actionsby thePhilippinecarriershaveincreasedAT&T’s costsfor call terminationin the
Philippines,AT&T hasbeenforcedto increaseits businesswholesalerates,but it hasnot
thusfar raisedconsumerrateson thisroute,asstatedin AT&T’s reply comments(p. 19,
n.43).

Globe’s so-called “reverse whipsawing” by AT&T (pages 5-6), and
Bayantel’s similar claim (p. 1), is merelythe normal operationof marketforces. Globe
confusesthe differencebetweenthe abuseof marketpowerat theforeignendof a U.S.
internationalrouteto requirethepaymentof increasedabove-costsubsidies,which is the
whipsaw conduct engagedin here, and the rate reductionsthat may result from the
presenceof multiple carriers at the foreign end where theseare not obstructedby
concertedconduct. The Commission’s longstanding policy has been “to increase
competition domestically and internationally in order to fulfill its statutory
responsibilitiesunderSection1 of the CommunicationsAct.” InternationalSettlements
PolicyReform,TB DocketNo. 02-324,(rel. Oct. 11, 2002),FCC02-285,¶ 15 (emphasis
added). As the Commissionemphasizedin the BenchmarksOrder, settlementratesin
effectively competitivemarkets“tend to the level of total servicelong run incremental
cost.” InternationalSettlementRates,12 FCC Rcd. 19806, ¶ 129 (1997). Moreover,as
notedabove,Philippine carriershavebenefitedfrom rate reductionson this route since
1996, which have led to a five-fold increasein traffic volumesto the Philippinesand
continuedhigh settlementspaymentsby U.S. carriers. And contraryto Globe’s illogical
claim that foreigncarrierrateincreasesassistthenegotiationof lower rates,Commission
long ago determinedthatthepublic interestin reducingratesto costrequiresthedenialof
non-cost-basedrateincreases.
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Lastly, afterblocking AT&T traffic andwith its networkperformancestill
not fully back to former levels, Digitel can hardly complain -- as it doesin its reply
comments-- thatAT&T is sendinglesstraffic for terminationover its network. Because
oftheactionsofthe Philippinecarriersin blocking AT&T’ s traffic andcircuits,AT&T is
required to send traffic to the Philippines chiefly by alternative routes, and it will
continueto takeall necessaryactionsto assistits customersin theircommunicationsto
thePhilippines.

Bayantel’sclaim (p. 1) that it is not blocking AT&T’s traffic is beliedby
the Answer Seize Ratio (“ASR”) dataat AttachmentC of AT&T’s reply comments,
which showsthat Bayantel’sASR is normallyabove50 percent,fell below 30 percenton
January31, 2003,andhasbeenaround10 percentsinceFebruary6, 2003.

Respectfullysubmitted,

(~v~4 ~7dh~T/,~
JamesJ.R.Talbot

cc: JamesBall, FCC
LisaChoi, FCC
PatriciaCooper,FCC
AntaDey,FCC
ClaudiaFox,FCC
JenniferManner,FCC
KathyO’Brien, FCC
BarryOhison,FCC
JackieRuff, FCC
BryanTramont,FCC
SamuelFeder,FCC
PaulMargie,FCC
ScottShefferman,WorldCom
ThomasLeuba,Sullivan & Cromwell
HenryGoldberg,Goldberg,Godles,Wiener& Wright
PatriciaPaoletta,Wiley Rein& Fielding
William Pamintuan,Digitel
GaryOlivar, Bayantel.


